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Enclose d ple a se  find die  re comme nda tion of Adminis tra tive  La w Judge  Ma rc E. S te m
The recommendation has been filed in the  form of an Opinion and Order on

BRIAN c. HAGEMAN. DELUGE INC., AND HYDROTHERM P OWER CORP ORATION
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OCTOBER 6. 2016

The  e nclos e d is NO T a n orde r of the  Commis s ion, but a  re comme nda tion of the
Administra tive  Law Judge to the  Commissioners . Considera tion of this  matter has te nta tive lybeen
scheduled for the  Commission's  Open Meeting to be  he ld on

OCTOBER 27. 2016 AND OCTOBER 28, 2016

For more  informa tion, you may contact Docke t Control a t (602) 542-3477 or the  Hearing
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On this 2Trl\-day of September, 2016, the  following document was  filed with Docke t Control a s
a Re comme nde d Opinion & Orde r from the  He a ring Divis ion, and copies  of the  document were
mailed on behalf of the  Hearing Division to the  folloMng who have  not consented to email service
On th is  da te  or a s  s oon a s  pos s ib le  the re a fte r, the  Commis s ion 's  e Docke t progra m will
a utoma tica lly e ma il a  link to the  file d docume nt to the  following who ha ve  conse nte d to e ma il
se rvice

Brian Hageman
16603 n. 1131" Ave
Surprise, AZ 85378

Matt Neube rt. Director
Se curitie s  Divis ion
ARIZONA CORP ORATION COMMIS S ION
1300 West Washington Street
P hoe nix. AZ 85007

By MUM
Rebecca Tall ran
Assistant to Marc E. Stem
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COMMISSIONERS

DOUG LITTLE - Chairman
BOB STUMP
BOB BURNS
TOM FORESE
ANDY TOBIN

In the matter of:

BRIAN C. HAGEMAN. an unmarried man

DELUGE, INC., a dissolved Delaware corporation

DOCKET NO. S-20896A-13-0378

DECISION NO

1 0
HYDROTHERM POWER CORPORATION, a
dissolved Delaware corporation

Respondents

DATE OF PRE-HEARING CONFERENCE

DATE OF PROCEDURAL CONFERENCE

14 DATES OF HEARING

PLACE OF HEARING

ADMINISTRATIVE LAW JUDGE

17 APPEARANCES

OPINION AND ORDER

December 10. 2013

April 14, 2014

July 14 and 15, 2014

Phoenix. Arizona

Marc E. Stem

Mr. Brian C. Hageman, pro per, and

Ms.  Wendy Coy,  Staff Attorney on behalf of
Securities Division of the Corporation
Commission

BY THE COMMISSION

22

24

On November 5,  2013, the Securities Division ("Division") of the Arizona Corporation

Commission ("Commission") filed a Notice of Opportunity for Hearing ("Notice") against Brian C

Hageman, Deluge, Inc. ("Deluge") and Hydrotherm Power Corporation ("Hydrotherm") (collectively

Respondents"), in which the Division alleged multiple violations of the Arizona Securities Act ("Act")

in connection with the offer and sale of securities in the form of stock and/or investment contracts

Respondent Hageman was duly served with a copy of the Notice

Both Deluge and Hydrotherm are dissolved Delaware corporations

S:\Marc\Securities Matters\20 l6\1303780&0.docx
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On Nove mbe r 12, 2013, Re s ponde nt Ha ge ma n file d a  re que s t for he a ring in re s pons e  to the

2

On Nove mbe r 15, 2013, by P roce dura l Orde r, a  pre -he a ring confe re nce  wa s  s che dule d on

4 De ce mbe r 10. 2013

On De ce mbe r 10, 2013, a t the  pre -he a ring confe re nce , the  Divis ion a ppe a r e d through couns e l

a nd Re s ponde nt a ppe a re d on his  own be ha lf. Couns e l for the  Divis ion re que s ts  1 tha t a  he a ring be

s che dule d for a pproxima te ly one  we e k. Re s ponde nt ha d no obje ctions  to this  re q1~ :s t

On De ce mbe r ll, 2013, by P roce dura l Orde r, a  he a ring wa s  s che dule d to comme nce  on April

6

7

10 On March 20, 2014, Respondent Hageman filed a  Request for Continuance  ("Request") which

11 s ta te d tha t the  "Re s ponde nts  re que s t a  continua nce  in orde r to s e cure  le ga l couns e l

12 On Ma rch 24, 2014, the  Divis ion file d a  Re sponse  to Re que s t for Continua nce  obje cting to

13 Respondent's Request

14 On April 3, 2014, by Procedura l Order, the  hearing was  vaca ted and a  procedura l confe rence

15 scheduled on April 14, 2014, in place  of the  hearing

16 On April 14, 2014, a t the  procedura l confe rence , the  Divis ion appea red through counse l and

17 Respondent Hageman appeared on his own behalf. Mr. Hageman reiterated that he was seeking counsel

18 and tha t he  would be  speaking with the  Divis ion's  counse l about a  re solution of the  is sue s  ra ised by

19 the  Notice . The  parties  further discussed the  rescheduling of the  hearing. Subsequently, by Procedura l

20 Orde r, the  hea ring was  continued to July 14, 2014

21 On June  23, 2014, Re sponde nt Ha ge ma n file d a  Re que s t in which he  re s ta te d tha t he  wa s

22 reques ting a  s ix month continuance  in orde r to re ta in counse l. This  reques t followed his  demand for a

23 continuance  on March 20, 2014, which was granted when the  hearing scheduled for April 14, 2014 was

24 continue d to July 14, 2014

25 On June 24, 2014, the Division filed a response to the second Request by Respondent Hageman

26 There in, the  Divis ion cited A.A.C. R14-3- 109(Q) tha t s ta tes  a  hearing may be  continued "on a  showing

27 of good ca us e ." The  Divis ion a rgue d tha t Re s ponde nt ha d s ufficie nt time  to pre pa re  for a  he a ring

28 including time  to re ta in counse l. The  Divis ion furthe r s ta ted tha t copie s  of its  proposed exhibits  to be

DECISION NO
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5

introduce d a t he a ring a nd the  na me s  of pros pe ctive  witne s s e s  ha d pre vious ly be e n provide d to

Respondent Hageman. Subsequently, by Procedural Order, it was found that the Respondent had failed

to establish good cause  for a  further continuance , and Respondent Brian Hageman's  second Request

wa s  de n ie d .

On June  30, 2014, the  Divis ion filed a  Motion for Te lephonic Tes timony ("Motion") citing the

6 difficulty for a  Wyoming res ident who was  an inves tor to appear a t the  scheduled hea ring in Phoenix.

7 There  were  no obi sections to the  Motion filed by the  Division.

8 On July 7, 2014, by Procedura l Order, the  Divis ion's  Motion was  granted.

9 On July 14, 2014, a  full public hearing was  convened before  a  duly authorized Adminis tra tive

10 Law Judge  of the  Commiss ion a t its  offices  in Phoenix, Arizona . The  Divis ion appea red with counse l.

11 Respondent appea red on his  own beha lf At the  conclus ion of the  proceeding, the  ma tte r was  taken

12 under advisement pending the  submission of a  Recommended Opinion and Order to the  Commission.

13 On September 4, 2014, Respondent, Brian C. Hageman, filed his  closing brief.

On September 5, 2014, the  Divis ion filed its  clos ing brie f.

* * * * * * * * * *

1 4

15

16 Ha ving cons ide re d the  e ntire  re cord he re in a nd be ing fully a dvis e d in the  pre mis e s , the

17 Commiss ion finds , concludes , and orde rs  tha t:

18

1 9

FINDINGS  OF FACT

Respondent, Brian C. Hageman, beginning in 1998, conducted business  within or from

20 Arizona  on be ha lf of De luge  a nd Hydrothe rm.

21 2. Respondent Hageman has not been registered with die Commission as either a securities

22 sa lesman or dea le r. (Ex. S-1)

23 3. Deluge was a  Delaware  Corporation which was incorporated in Delaware  on November

24 14, 1996, a nd subse que ntly dis solve d by the  De la wa re  Divis ion of Corpora tions  on Ma rch l, 2010.

25 (Ex. S -4)(Tr. 94:7-20)

26 4. During Respondent Hageman's  Examina tion Unde r Oa th ("EUO"), he  disclosed tha t

27 De luge  had been conducting bus iness  within or from Arizona  s ince  approxima te ly 1998. (Ex. S -16)

28 5. According to Commission Records, Deluge had been authorized to transact business in

3 DE CIS IO N n o .

1 .
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1 Arizona , but it was issued a  Certifica te  of Revocation on February 18, 2010, because  of a  fa ilure  to file

2 its  Annua l Report. (Ex. S -5a  and S -5f)

3 6 Deluge has not been registered by the  Commission as a  dealer. (Ex. S-2)

4 7 Accord ing  to  a  ce rtifie d  re co rd  from the  S ta te  o f De la wa re , Hydro the rm wa s

5 incorpora ted in the  S ta te  of De laware  on November 15, 1995. (Ex. S-6)

6 8 According to the  Divis ion's  inve s tiga tion, Hydrothe rm's  corpora te  s ta tus  in De la wa re

7  is  vo id

8 Hydrotherm applied for authority to conduct business  in Arizona  on December 5, 1995

9 which wa s  s ubs e que ntly gra nte d. Howe ve r, on April 16, 2009, its  a uthority to conduct bus ine s s  in

10 Arizona  wa s  re voke d by the  Commiss ion for fa ilure  to file  its  Annua l Re port. (Ex. S -7)

11 10. Hydrotherm has not been regis te red by the  Commission as  a  dea ler. (Ex. S-3)

12 11. During Respondent Hageman's  EUO, he  sta ted tha t he  was the  Chief Executive  Officer

13 ("CEO") of both De luge  a nd Hydrothe rm. (Ex. S -16)

14 12. The  Divis ion, in support of its  a llega tions  in the  Notice  ca lled two inves tor witne sse s

15 Mrs . Nita  Killa bre w a nd Mr. J ohn Rhode s . Additiona lly, the  Divis ion ca lle d Willia m S a nte e  a nd

16 Annalisa  Weiss , Specia l Investiga tors  with the  Divis ion, and Sean Callahan who worked a t the  Divis ion

17 a s  a  fore ns ic a ccount

1 8

19 13. Mrs . Nita  Killabrew tes tified tha t she  is  a  re s ident of Phoenix and became familia r with

20 the  De luge  and Hydrothe rm offe rings  when she  and he r la te  husband, Harmon, were  told about them

21 by one  of Mr. Hageman's  employees , Dave  Russe ll* (Tr. 29:21-25)

22 14. Mrs . Killa bre w a nd he r hus ba nd we re  told tha t the  Re s ponde nts  we re  looking for

23 inve s tors . (Tr. 30:1-8)

24 15. To  th e  b e s t o f Mrs .  Killa b re w's  re c o lle c tio n ,  th is  in tro d u c tio n  to o k p la c e  in

25 approxima te ly 1996 or 1997. (Tr. 30:11-13)

26 16. By wa y of introduction, Mrs . Killa bre w s ta te d tha t the y we re  invite d to vie w a  "pump

Mrs . Nita  Kille b re w

Mr. Killabrew was a former major league baseball player and a member of the Baseball Hall of Fame

4 DECIS ION NO
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1 the  s ize  of a  warehouse ." (Tr. 30:18-24)

17. Mrs . Killa bre w re fe re nce d a  s tock ce rtifica te  is s ue d by De luge  which wa s  da te d

December 16, 1997, and s ta ted tha t he r initia l conversa tion with Mr. Russe ll and Mr. Hageman took

place  prior to the  da te  on the  ce rtifica te . (Tr. 3 l :9-l5)(Ex. S -27)

18. According to Mrs. Killabrew, ne ither Mr. Russe ll nor Mr. Hageman re ferenced any risks

in the  inves tment, but she  reca lled "a  tremendous  re turn" was  promised when a  public offe ring took

pla ce . (Tr. 31-32:24-20)

19.

6

7

Mrs. Killabrew s ta ted tha t Respondent Hageman did not s ta te  when the  public offe ring

9 wa s  to ta ke  pla ce , but re ca lle d tha t the y we re  told the  te chnology re quire d more  re fine me nt of the

10 product and that more  funding was needed to refine  the  technology and make the  machine  smaller. The

l l Killabrews were  a lso told tha t Respondents  a lready had over 200 orders  from India . (Tr. 32:1 l-17)

12 20. According to Mrs. Killabrew, the  idea  was that when the  shares became available  to the

13 public, they would be  worth more , and could be  sold to future  investors . Respondent Hageman wanted

14 Mr. Killabrew to become a  shareholder, but the  Killabrews didn't have  the  funds to purchase  any shares

15 a t the  time . (Tr. 33:1-4)

16 21. Mrs. Killabrew sta ted that her husband, Harmon, had name value  because  he  had been

17 a  we ll-known sports  figure  a nd could introduce  othe rs  to the  Re sponde nts . In re turn, Mr. Killa bre w

18 wa s  to be  compe ns a te d with s tock in e xcha nge  for me e ting with pe ople  a t va rious  offe rings  to

19 pros pe ctive  inve s tors . (Tr. 33:9-17)

20 22. Mrs . Killa bre w furthe r s ta te d tha t Mr. Rus s e ll a pproa che d Mr. Killa bre w's  fa mily

21 frie nds , a nd othe rs  a bout De luge  a nd Hydrodie rm trying to ge t the m to buy s tock. The se  a ctivitie s

22 we re  not a pprove d of by e ithe r Mr. Killa bre w or Mrs . Killa bre w. (Tr. 33-34:22-5)

23. According to Mrs . Killa bre w, it wa s  he r unde rs ta nding tha t inve s te d funds  would be

24 utilize d to de ve lop "the  te chnology" for the  Re sponde nts ' pumps . (Tr. 34:7-18)

24. Mrs. Killabrew testified tha t initia lly her husband' s  name was to be  used to promote  the

26 offe ring, and in re turn he  was  to rece ive  sha re s  of s tock, but the re  was  a  de lay in providing him with

27 the  s ha re s . (Tr. 35:2-5)

28 25. At tha t time , Mrs . Killabrew be lieved tha t a  public offe ring was  to occur within weeks

DECIS ION NO
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1 for De luge . (Tr.35:7-14)

26. Ms. Killabrew testified tha t she  and her husband firs t invested money on May 10, 2000

whe n Mr. Killa bre w wrote  a  che ck pa ya ble  to  Mr. Ha ge ma n for $25,000 for 5 ,000 s ha re s  of

Hydrothe rm. (Tr. 36-37:21-24)

27. In De ce mbe r 1997, Mr. Killa bre w ha d be e n give n a  De luge  s tock ce rtifica te  which

re fle cte d his  owne rs hip of a  ha lf s ha re  of De luge  s tock for the  us e  of his  na me  in promoting the

compa ny. (Tr. 38:4-7)(Ex. S -27)

28. Mrs. Killabrew further testified tha t she  and her husband subsequently invested another

9 $12,500 in Deluge  in January 2002 because  the  Killabrews had been told tha t the  company was going

10 public within 2 we e ks , but ne e de d more  mone y. (Tr. 39-40)

l l 29. Respondents  promoted this  sa le  of s tock by representing tha t they had orders  from a ll

12 ove r the  world, and Respondent Hageman s ta ted during a  te lephone  ca ll tha t they were  going public

13 within a  month. (Tr. 40-41 :25-5)

14 30. In re turn for the  $12,500 investment by the  Killabrews, they were  issued a  Deluge  stock

15 certifica te  for 25,000 sha res  of its  s tock. (Ex. S-27)

16 31. Mrs . Killa bre w s ta te d tha t she  a nd he r husba nd re ce ive d a  le tte r da te d Fe brua ry 28

17 2005, s igne d by Re sponde nt Ha ge ma n, which informe d the m tha t Hydrothe rm wa s  going to ha ve  a

18 s tock split in orde r to ra ise  more  mone y for the ir inve s tme nt. (Tr. 43)(Ex. S -27)

19 32. Mrs. Killabrew confirmed that on March 31 . 2005. she and her husband received a  stock

20 ce rtifica te  from Hydrothe rm which re fle cte d the ir owne rship of 50,000 sha re s  of s tock a s  a  re sult of

21 the  s tock split." (Tr. 45:1-7)(Ex.S -27)

22 33. Mrs . Killa bre w te s tifie d tha t in a pproxima te ly 2006 he r hus ba nd re a lize d tha t the

23 purporte d public s tock offe ring would not ta ke  pla ce  a nd he  de ma nde d the ir mone y ba ck from

24 Respondent Hageman's  a ssocia te , Mr. Dave  Russe ll. (Tr. 45:17-23)

25 34. Subsequently, on or about June  6, 2008, Mr. Russe ll sold some  of the  sha re s  of the

26 Killa bre ws ' De luge  s tock for $50,000 to a  ne w inve s tor. (Tr. 46-47:16-7)(Ex. S -27)

27

6

7

The s tock split increased their holdings  in Hydrotherm from 5,000 shares  of s tock to 50,000 shares  of s tock

6 DECISION NO
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1 35. In orde r to comple te  the  s a le  of the  Killa bre ws ' s tock in De luge , Mr. Killa bre w se nt

2 their s tock certifica te  for 25,000 shares to Deluge with a  request that their shares be  re issued for 10,000

3 shares to the  purchaser of their s tock and the  other 15,000 shares were  to be  re issued to Mr. and Mrs.

4 Kille bre w. (Tr. 47:8-25)(Ex. S -27)

5 36. According to Mrs . Killa bre w, frie nds  of the irs  who ha d inve s te d with De luge  wa nte d

6 their money back as well, but Respondents were unable to satisfy those demands because Respondents

7 lacked the  funds . However, the ir friends  were  promised a  grea t re turn with dividends , but "it jus t never

8 ha ppe ne d." (Tr. 49)

9 37. Mrs . Killa bre w furthe r s ta te d tha t a lthough she  a nd he r husba nd we re  e xpe rie ncing

10 financia l problems  a s  a  family s ince  1997, Respondents  did not inquire  about the ir financia l pos ition

l l or ne t worth a t the  time  of the ir initia l inves tment. (Tr. 50:11-18)

12 38. Testifying further, Mrs. Killabrew indicated that, a lthough she and her husband received

13 $50,000 a fte r investing a  tota l of $37,500, Mrs. Killabrew still holdsl5,000 shares  of Deluge  s tock and

14 50,000 sha res  of Hydrothe rm. (Tr. 52-53:23-17)

15 39. According to Mrs . Killa bre w, Mr. Ha ge ma n told Mr. a nd Mrs . Kille bre w during a  tour

16 of Respondents ' facilitie s  tha t he  had ove r 200 orde rs  from India  and needed funding to deve lop the

17 technology for the  pumps furthe r so they could be  made  more  a ffordable  to ship. (Tr. 59: 12-16)

18 40. The  Killabrews  be lieved tha t they would rece ive  dividends  based on the  sa le s  of the

19 products  and they be lieved tha t the  sa les  had a lready taken place . (Tr. 59: 18-23) .

2 0

21 41. William Santee , a  Specia l Investiga tor for the  Division, testified tha t he  became familiar

22 with the  Re s ponde nts  a fte r conducting a n unde rcove r te le phone  conve rs a tion with Re s ponde nt

23 Ha ge ma n. (Tr. 65-66:19-23)

24 42. Mr. Santee stated that he made his initia l contact with Respondent Hageman by sending

25 him an ema il on March 14, 2012. (Tr. 67:6-9)(Ex. S -11)

26 43. During Mr. Santee 's  initia l email contact with Respondent Hageman, he  s ta ted tha t he

27 had "never invested before" and tha t he  had just inherited some money and wanted to invest $100,000

28 in a  ne w compa ny. (Ex. S -11)

Willia m Sa nte e

7 DECIS ION NO.
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5

6 a nd provide d him with a  phone  numbe r. (Ex. S -11)

7 47. Afte r providing Res pondent Hageman with a  phone  number, he  s ubs equently rece ived

8 a  s ubs cription agreement and othe r informa tiona l documents . (Ex. S -7)

9 48. Mr. S a nte e  s ta te d tha t he  re ce ive d a  copy of the  Exe cutive  S umma ry which ha d be e n

10 s ent to him by Res pondent Hageman which included informa tion about wha t was  te rmed the  "na tura l

11 energy engine" and included a  s ubs cription agreement which s ta ted tha t Hydrothe rm was  a  De laware

12 Corpora tion.4 (Tr. 72:3-20)(Ex. S -13)

49.

1 44. Mr. S a nte e  furthe r te s tifie d tha t he  ha d conta cte d Mr. Ha ge ma n a fte r re vie wing the

2 De luge  webs ite  and made  contact us ing an unde rcove r name  of "Billy Ma tthews ." (Tr. 69)

3 45. Shortly a fte r Mr. Santee 's  initia l ema il to Respondent Hageman, he  rece ived a  re turn

4 email asking for his  phone  number so tha t Respondent Hageman could contact him by phone . (Ex-11)

46. According to Mr. Sa nte e , he  re sponde d to Mr. Ha ge ma n's  e ma il on Ma rch 16, 2012,

13 Unde r the  te rms  of Hydrothe rm's  s ubs cription a gre e me nt, it wa s  dis clos e d tha t a n

14 offering was be ing made pursuant to the  Securities  Act of 1933 and informed prospective  investors  tha t

15 the  s e curitie s  would not be  re gis te re d purs ua nt to the  fe de ra l S e curitie s  Act in re lia nce  upon a n

16 e xe mption unde r Rule  506 of Re gula tion D. (Ex. S -13)

17 50. Hydrotherm's  subscription agreement a lso re ferenced the  definitions applicable  to what

18 is  te rmed an "accredited investor" and prospective  investors  were  required to ce rtify tha t they met the

21

22

23

24

25

26

27

28

19 requirements  of the  specific inves tor ca tegorie s . (Ex.S -13)

20 51. Mr. Santee  re fe rred to a  transcript of a  taped conversa tion be tween Mr. Santee  in his

undercover capacity with Respondent Hageman. (Tr. 74)(Ex. S-12)

52. In the  transcript, Respondent Hageman s ta ted tha t the  inte rpre ta tion of an accredited

inves tor had changed over the  la s t "l5 yea rs" and was  ve ry loose ly inte rpre ted. (Tr. 75:7-12)

53. Mr. Santee sta ted that Respondent Hageman told him that it would be a  risky investment

for him. (Tr. 75:22-24)

54. Further testifying, Mr. Santee represented to Respondent Hageman that he was on some

4 In March 2012, at the time Mr. Santee received the subscription agreement and other information, Hydrotherm had been
dissolved as a Delaware corporation.

8 DECIS ION NO.

'-II--l111



DOCKET no. S-20896A-13-0378

3

4

6

7

8

10

11

12

13

14

15

16

1 type  of a  disability during the  conversa tion (Tr. 76:10-12)

55. Mr. Santee stated that Respondent Hageman said that Respondents were not required to

verify any of Mr. Santee 's  information on the  subscription agreement, but they were  required to have

a  s igned piece  of pape r in the ir file . (Tr. 77:2-6)

56. Mr. Santee  was told by Respondent Hageman tha t a  re turn on his  investment might be

s lower than on other investments , and his  investment would probably have  a  higher risk too. He  was

a lso told tha t, in re turn for his  inves tment, he  would rece ive  a  ce rtifica te  for the  s tock which he  would

hold in Hydrothe rm. (Tr. 78)

57. Mr. Santee further sta ted that Respondent Hageman represented that Respondents had

ra ised over $14 million by se lling s tock in the  Respondent companies . (Tr. 79:5-7)

58. Respondent Hageman told Mr. Santee  tha t Hydrotherm was the  parent company which

held the  pa tent for the  engine  tha t was be ing developed by Deluge , but Deluge 's  s tock had been sold

out and Mr. Hageman was  now se lling s tock in Hydrothe rm which owned the  pa tent. (Tr. 79)

59. According to Mr. Santee , Mr. Hageman told him tha t, in 3 to 5 years , Mr. Santee  would

receive  100 percent of his  investment back and after tha t his  dividends would be  going up. (Tr. 80: 16

2 l )

60. During their conversation, Mr. Santee  sta ted that Respondent Hageman told him that he

18 had about 700 shareholders. (Tr. 81 :1-5)

19 61. Ba s e d on the  conve rs a tion be twe e n Re s ponde nt Ha ge ma n a nd Mr. S a nte e  in his

20 unde rcove r ca pa city a s  "Billy Ma tthe ws ", Re s ponde nt Ha ge ma n did not ma ke  a ny a tte mpts  to

21 de te rmine  whe the r Mr. S a nte e /Billy Ma tthus  wa s  a  s e rious  inve s tor a nd he  did not dis clos e  tha t

22 ne ithe r De luge  nor Hydrothe rm were  no longe r va lid corpora tions  in De laware . (Tr. 82:3-9)

23 62. Additiona lly, Re s ponde nt Ha ge ma n fa ile d to inform Mr. S a nte e  a bout a  numbe r of

24 la ws uits  a ga ins t hims e lf a nd De luge  a nd Hydrothe rm. Mr. Ha ge ma n s o fa ile d to inform him tha t

25 judgments  had been taken aga ins t him and Deluge  and Hydrodie rm. (Tr. 82: 10-15)

26 63. Further, Mr. Santee  s ta ted tha t Respondent Hageman fa iled to inform him tha t none  of

27 his  sha reholde rs  had ever rece ived any re turn on the ir inves tments . (Tr. 82:20-23)

28 64. At no time during Respondent Hageman's  conversa tions with Mr. Santee  did he  inform
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1 the  Divis ion's  investiga tor tha t investment funds would be  used to pay him firs t and then the  remaining

2 money would go to the  Respondent entitie s . (Tr. 83 :9-13)

3 An n a lis a  We is s

65. Ms .  An n a lis a  W e is s  wa s  th e  p rim a ry Div is io n  in v e s t ig a to r wh o  in v e s tig a te d  th e

5 Re sponde nts ' a ctivitie s  in the  offe r a nd sa le  of s tock

66. Ms . We is s  te s tifie d tha t, a ccording to Commis s ion re cords , Re s ponde nt Ha ge ma n wa s

7 not re gis te re d a s  a  s a le sma n or de a le r unde r the  Act from 1995 through 2013. (Tr. 90:1-6)(Ex. S -2)

67. Ms . We is s  furthe r te s tifie d tha t De luge  ha d not be e n re gis te re d a s  a  de a le r from 1995

9 through 2013, but in  1997 the  Com m is s ion re ce ive d a  Form  D Notice  of a n Offe ring na m e d P riva te

10 Offe ring No. 1  from  De luge . (Tr.  90:14-24)(Ex. S -2)

11 68. Ms . We is s  furthe r te s tifie d on tha t J uly 14, 2000, a  Font D wa s  file d for De luge  da te d

12 J une  1, 2000, for a  priva te  offe ring for 400,000 s ha re s  of its  common s tock. (Tr. 91:12-17)(Ex. S -2)

13 69. According to Ms . We is s , ce rtifie d re cords  of the  Commis s ion indica te  tha t Hydrothe rm

14 wa s  not re gis te re d from 1995 to 2013 a s  a  de a le r. (Ex. S -3)

15 70. Ms . We iss  s ta te d tha t De luge 's  curre nt corpora te  s ta tus  in De la wa re  is  void. (Tr. 94: 18

16 20)

71. On April 8 , 1997 , a ccord ing  to  ce rtifie d  Commis s ion  re cords , De luge  file d  a n

18 Applica tion for Authority to conduct bus ine ss  in Arizona  a s  a  Fore ign Corpora tion. (Ex. S -5)

19 72. On February 18, 2010, the  Commission issued a  Certifica te  of Revocation to Deluge for

20 fa ilure  to file  its  Annua l Re port." (Ex.S -5f)

21 73. The  Divis ion furthe r introduce d into e vide nce  ce rtifie d copie s  of the  Commis s ion

22 involving a  numbe r of la wsuits  tha t ha d be e n file d a ga ins t De luge , a nd a t the  time  se rvice  ha d be e n

23 made  through the  Commission as  an agent for Deluge , a  fore ign corpora tion. (Ex. S-5)

24 74. Furthe r te s tifying, Ms . We is s  s ta te d tha t, a fte r De luge  ha d its  a uthority to conduct

25 bus iness  a s  a  fore ign corpora tion in Arizona  revoked, the re  were  no Commiss ion records  tha t De luge

26 re a pplie d to tra nsa ct furthe r bus ine s s  in Arizona . (Tr. 96:11-15)

27

This document revokedDeluge's authority to transact business in Arizona as a foreign corporation
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1 75. Ms. Weiss testified that during her investigation she learned that Deluge had maintained

2 we bs ite . (Tr. 99:21-25)

76.3 Ms. Weiss  s ta ted tha t she  found tha t the  De luge  website  conta ined information about

4 inves tment opportunitie s  and printed out a  copy of the  website . (Tr. 100)(Ex. S-8)

Ms. Weiss  could not loca te  a  webs ite  for Hydrothe rm. (Tr. 100:10-12)5 77.

6 78. According to  the  De luge  we bs ite ,  De luge  could only work with  a ccre dite d inve s tors .

7 (Ex. s-8)

79.8

9

10

11

On Ma rch 5, 2012, Ms . We is s  s e nt a n e ma il to De luge  a nd Re s ponde nt Ha ge ma n

expressing an interest in an energy investment. Respondent Hageman thanked her for her interest and

sought to verify whether she  was an accredited investor and expla ined what tha t meant.6 (Tr. 102: 15-

20)(Ex. S -9)

12 80.

13

14

15

16

Ms. Weiss stated that in her undercover capacity, on March 6, 2012, in a  series of emails

to Deluge  and Respondent Hageman, she  s ta ted tha t she  was  an accredited investor and wanted to

inves t $200,000. (Ex. S -9)

81. Ms. Weiss stated that during her email exchange with Respondent Hageman he provided

her with a  copy of an Executive  Summary for De luge , a  se t of frequently asked ques tions  and a lso a

17

18

subscription agreement for Hydrothe rm. (Tr. 103 : 10-l3)(Ex. S-9)

820 According to Ms. Weiss, she  understood that if she  purchased stock in Hydrotherm she

19

20

2 1

22

23

24

would own a n inte re s t in the  compa ny tha t he ld the  pa te nts  for the  "Na tura l Ene rgy Engine " which wa s

be ing m a rke te d  by De luge .  (Tr.  l04:9-18)

83. According to the  Hydrothe rm subscription a gre e me nt, it wa s  incorpora te d in De la wa re  .

Howe ve r,  in  2012 ,  whe n  Ms .  W e is s  wa s  de a ling  with  Re s ponde n t Ha ge m a n ,  th is  wa s  no t a  true

s ta te me nt be ca use  Hydrothe rm's  corpora te  s ta tus  in De la wa re  wa s  void a nd its  a uthority to do bus ine ss

in Arizona  ha d be e n re voke d in 2009.

84. The  Hydrothe rm s ubs cription a gre e me nt re quire d Ms . We is s  to ce rtify tha t s he  wa s  a n

26 a ccre dite d inve s tor by e ithe r ha ving a  ne t worth of $1,000,000 or $200,000 in a nnua l income . (Ex. S -

25

27

28
6 During the course of the Division's investigation of the Respondents, Ms. Weiss used the undercover identity of Margo
Mallamo and exchanged a series of emails with Respondent Hageman in March 2012. (Ex. S-9 and Ex. S-10)

11 DE C IS IO N NO .
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1 9)
85. The  s igna ture  page  of the  Hydrothe rm subscription agreement indica ted a  purchase

3 price  for the  s tock of $5 pe r sha re . (Ex. S -9)

86. During Ms . We iss ' e xcha nge  of e ma ils  with Re sponde nt Ha ge ma n, she  told him tha t

5 she had another person interested in investing." She said the prospective investor was not an accredited

6 investor, and Respondent Hageman had responded tha t people  could invest if they had some degree  of

7 sophis tica tion with inves tments  such a s  bus iness  owne rs , re a ltors , banke rs , s tock broke rs  and othe r

8 pe ople  with ma na ge me nt s kills . (Tr. 107-108:21-l7)(Ex. S -10)

87. On March 19, 2012, Ms. Weiss  emailed Respondent Hageman again inquiring how her

10 inves tment funds  would be  used and wha t would be  he r expected ra te  of re turn. (Tr. 109:5-7)(Ex. S

11 10)

88. Re sponde nt Ha ge ma n re plie d by e ma il to Ms . We iss  a nd informe d he r tha t inve s te d

13 funds  would be  us e d for a dminis tra tive  cos ts , but tha t a  full re turn on the  inve s tme nt s hould be

14 genera ted within seve ra l yea rs  with a  10 to 15 pe rcent ra te  of re turn for inves tors . (Tr. 109:6-23)(Ex

15 S-10)

16 89. Ms . We iss  s ta te d tha t, a lthough Re sponde nt Ha ge ma n told he r tha t a ny inve s tme nt

17 would involve  a  ce rta in a motuit of ris k, s he  would be  inve s ting a fte r ma ny ye a rs  of re s e a rch a nd

18 de ve lopme nt. (Tr. 110:2-6)

19 90. Furthe r te s tifying, Ms . We is s  s ta te d tha t during he r inve s tiga tion, she  did not spe a k

20 pe rsona lly with Respondent Hageman, but dea lt with him s trictly by exchanging ema ils  with him. (Tr

21 11l:7-12)(Ex. S -9)(Ex. S -10)

22 91. Ms . We is s  te s tifie d  tha t during the  cours e  of the  inve s tiga tion a nothe r Divis ion

23 investiga tor, Doug Barre tt, contacted Respondent Hageman by means of the  Deluge  website  in June

24 2013 a nd be ga n ma iling  h im. (Tr. ll2 :2-21)

25 92. Mr. Ba rre tt, us ing the  unde rcove r na me  Richa rd Minor, inquire d a bout inve s tme nt

26 opportunitie s  in De luge  for a ccre dite d inve s tors . (Tr. ll3)(Ex. S -14)

This person was Division investigator Santee in his undercover person of "Billy Matthews
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93. On J une  6, 2013, inve s tiga tor Ba rre tt e ma ile d Re s ponde nt Ha ge ma n tha t he  wa s

2 inte re s te d in ma king a n inve s tme nt. (Tr. l13-114:22-3)

94. According to Ms. Weiss, Respondent Hageman responded to the  Division's  investigator

a nd s e nt him a  copy of a  curre nt lice ns ing bus ine s s  pla n a long with a n inve s tme nt s ubs cription

agreement which required a  minimum inves tment of $25,000 for s tock in De luge . (Tr. 114:4-15)(Ex

S-15)

4

5

6

Inve s tiga tor We is s  s ta te d tha t the  s ubs cription a gre e me nt which wa s  e ma ile d to

8 inve s tiga tor Ba rre tt in 2013 indica te d tha t De luge  wa s  incorpora te d in De la wa re , but a s  note d by

9 inve s tiga tor We iss , this  wa s  a n "ina ccura te " re pre se nta tion. (Tr. l15:7-19)

10 96. The last page of the  Deluge subscription agreement sent to Mr. Barre tt indicated a  price

11 of $1 per share  for De luge  s tock. (Ex. S-15)

97. According to Ms. Weiss , during Respondent Hageman's  EUO, he  s ta ted tha t he  found

investors through personal contacts  and the  website . (Tr. 116: 11-19)

95.

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

2 7

2 8

98. According to Ms. Weiss , during Respondent Hageman's  EUO, he  ma inta ined tha t he

would only speak about inves ting with people  who were  accredited. (Tr. l17:6-l6)(Ex. S -16)

99. Ms. Weiss testified that during both of her contacts with Respondent Hageman, or those

of Mr. Ba rre tt, Mr. Ha ge ma n fa ile d to dis clos e  tha t De luge  or Hydrothe rm we re  no longe r va lid

corpora tions  in De laware . (Tr. 11824-9)

100. Further tes tifying, Ms. Weiss  s ta ted tha t Respondent Hageman fa iled to disclose  tha t a

number of lawsuits  had been filed aga ins t himse lf and his  companies , De luge  and Hydrothe rm. (Tr

l18: l0-12)

lo t . Ms. Weiss  furthe r s ta ted tha t Respondent Hageman a lso fa iled to disclose  tha t the re

we re  a  numbe r judgme nts  ta ke n a ga ins t h ims e lf a nd h is  compa nie s  during  he r unde rcove r

communica tions  with him. (Tr. 118:19-24)

102. Respondent Hageman also fa iled to disclose that none of his shareholders had received

any re turn on the ir inves tments  when he  discussed the  offe ring with Ms . We iss  in the ir ema ils . (Tr

1 l9:9- l2)

103 u Ms. Weiss  s ta ted tha t during he r discuss ions  with Mr. Hageman he  fa iled to disclose
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1 tha t inve s tor funds  we re  us e d to pa y him firs t be fore  the y we re  a pplie d for the  de ve lopme nt of

2 technology and bus iness  re la ted expenses . (Tr. 121:15-20)

104. Ms. Weiss  did not be lieve  tha t Respondent Hageman informed inves tors  tha t he  was

4 be ing pa id firs t with sha re holde r loa ns  during his  EUO. (Tr. 121 :2l-25)

105. Testifying further, Ms. Weiss  s ta ted tha t she  had reviewed a  number of lawsuits , some

6 of which re sulted in de fault judgments , aga ins t the  Respondents . (Ex. S-18 through S-23)

106. Ms. Weiss  further tes tified tha t she  had reviewed a  Form D filing made  by Deluge  with

8 the  Commiss ion on Octobe r l, 1997, which conce rned a  priva te  offe ring by De luge , and furthe r found

9 tha t the  Commiss ion had a lso rece ived a  Notice  of Te rmina tion of the  priva te  offe ring on Octobe r 22

10 1997. (Tr. l28:6-20)

107.11 Ms. Weiss  tes tified tha t the  Divis ion had rece ived a  certified s ta tement from the  United

12 S ta te s  Se curitie s  a nd Excha nge  Commiss ion ("SEC") tha t s ta te s  tha t Hydrothe rm ha d not file d a ny

13 regis tra tion s ta tements  or for any exemptions  with the  SEC as  of April 2, 2014. (Tr. 129:13-18)

108. Ms . We is s  s ta te d tha t, ba s e d on the  Divis ion's  inve s tiga tion, the  inve s tors  in the

15 Respondents  tha t were  contacted by the  investiga tors  were  not accredited. (Tr. 131 :6-10)

16 109. The  Divis ion's  inve s tiga tion re ve a le d a  docume nt te rme d a  "Te chnology Tra ns fe r

17 Agre e me nt" tha t provide d for the  tra ns fe r of Re sponde nt Ha ge ma n's  te chnology prope rty rights  to

18 Hydrothe rm with re spect to the  technology which could conve rt sola r ene rgy to e lectrica l power. (Ex

19 S-28)

20 110. Under the  initia l te rms of the  Technology Transfe r Agreement, Respondent Hageman

21 was to rece ive  a  base  sa la ry of $75,000 a  year for the  dura tion of his  employment. (Ex. S-28)

22 111. In the  se cond a me ndme nt to the  Te chnology Tra ns fe r Agre e me nt on June  1, 1998

23 Respondent Hageman s igned individua lly on beha lf of himse lf and on beha lf of Hydrothe rm agree ing

24 to pay himself $2,000,000, in place  of the  $75,000 yearly payment origina lly se t forth in the  agreement

25 (Ex. S -28)

26 l1 2 . Further evidencing Respondent Hageman's compensation was a  promissory note  which

27 was a ttached to the  second amendment to the  Technology Transfer Agreement, whereby Hydrotherm

28 the  "Borrowe r", a gre e d to pa y Re sponde nt Ha ge ma n, the  "Holde r", $2,000,000 with e ight pe rce nt
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1 annua l inte re s t. (Ex. S -28)

113. Ms. Weiss further testified that during Respondent Hageman's EUO, he  testified that he

3 had been taking wha t he  te rmed were  "shareholder loans" from Hydrotherm, but tha t he  had not been

4 pa id in full a nd wa s  ta king pa yme nts  of $10,500 a  month, a nd didn't pa y ta xe s  on the se  pa yme nts

5 However, these  loans  were  not documented on the  company's  books . (Tr. 137)

114. According to a  le tte r from Hydroda e rm s igne d by its  tre a s ure r a nd s e nt to GMAC

7 Mortga ge , Hydrothe rm wa s  pa ying Mr. Ha ge ma n $10,400 a  month for the  us e  of Re s ponde nt

8 Ha ge ma n's  pa te nte d te chnology. (Ex. S -33)

115. According to the  te rms  of the  Te chnology Tra ns fe r Agre e me nt da te d Ma y 2000

10 De luge  be ca me  e ntitle d to us e  te chnology owne d by Hydrothe rm in the  fie ld of hydra ulic pump

l l te chnologie s . (Ex. S -29)

116.

1,

14

15 Hydrothe rm. (Ex. S -29)

16 118. According to the  minute s  of a  De luge  Boa rd of Directors  mee ting on June  25, 1998

17 Respondent Hageman had reported a checkbook balance of only $23, but that an investor, John Rhodes

12 Ms . We is s  unde rs tood tha t the  te chnology ha d be e n tra ns fe rre d from Re sponde nt

13 Hageman to Hydrothenn, and subsequently to De luge . (Tr. 145:4-7)

117. Respondent Hageman had s igned the  Technology Transfe r agreement as  the  CFO of

18 ha d jus t inve s te d $24,000. (Ex. S -30)

19 119. In a  le tte r da te d Ma y 4, 2001, obta ine d by Ms . We is s  from Re sponde nt Ha ge ma n

20 Re s ponde nt Ha ge ma n, on De luge  s ta tiona ry, de s cribe d how the  compa ny ha d be e n "s urviving

21 comple te ly on inves tment from priva te  s tockholde rs ." (Ex. S -31)

22 120. Ms. Weiss testified that she spoke to a  Hydrotherm investor who expected a  large return

on her investment from the  purchase  of 13,000 shares  of its  s tock, however, she  told Ms. Weiss  she

24 a nd he r husba nd we re  not a ccre dite d inve s tors . (Tr. 149-150:4-4)(Ex. S -4)

25 121. According to Ms. Weiss , Respondent Hageman testified during his  EUO tha t he  would

26 rece ive  funds invested in Hydrotherm firs t, and then the  remaining funds would go to the  prob act. (Tr

27 l52:6-13)

28 122. Investigator Weiss further testified that Respondent Hageman indicated during his EUO
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1 tha t he  was s till ra is ing money in 2012, and had ra ised $40,000 to $50,000 tha t year. (Tr. 152-153)

123. Ms. Weiss  s ta ted tha t none  of the  inves tors  with Respondents  rece ived any re turn on

the ir inve s tme nts . (Tr. 165-166:23-3)3

4

5

6

John Rhodes

124. Mr. John Rhodes, a  se lf-employed physica l therapist and acupuncturist, testified tha t he

wa s  a n individua l inve s tor a nd be ca me  fa milia r with De luge , Hydrothe rm, a nd Mr. Ha ge ma n in

7 a pproxima te ly 1998 or 1999. (Tr. 175)

125. Mr. Rhode s  s ta te d tha t a  frie nd of his  ha d spoke n to him a bout the  "mone y ma king

9 potentia l" of an investment in the  Respondents , and he  vis ited Mr. Hageman's  office  and subsequently

10 be ca me  a n inve s tor. (Tr. 17612-12)

l l 126. Accord ing  to  Mr. Rhode s , Re s ponde n t Ha ge ma n  to ld  h im tha t inve s ting  with

12 Respondents  would be  a  grea t inves tment. (Tr. l76:11-14)

13 127. Mr. Rhode s  furthe r s ta te d tha t he  wa s  not told whe n he  would s e e  a  re turn on his

14 inve s tme nt, but a fte r e ve ry s tockholde r me e ting the re  we re  discuss ions  a bout a  public offe ring. (Tr

15 177:13-19)

16 128. According to Mr. Rhode s , his  inve s tme nt funds  we re  to be  us e d for producing a nd

17 te s ting the  e quipme nt, or for its  de ve lopme nt, but he  a lso a ssume d tha t funds  could be  use d for the

18 e xpe nse  of ope ra ting the  bus ine ss . (Tr. l79:8-18)

19 129. Mr. Rhodes saw the engine being developed by Respondents and compared it to the size

20 of a  Volkswagen. (Tr. 179: 1-15)

21 130. Although Mr. Rhode s  wa s  a wa re  tha t the re  wa s  risk a s socia te d with inve s ting in the

22 project, he  be lieved tha t the  company would go public and he  would rece ive  a  re turn on his  investment

23 within a  ye a r or two. (Tr. 179-180:21-7)

24 131. It wa s  cle a r from Mr. Rhode s ' te s timony tha t he  did not unde rs ta nd the  na ture  of his

25 investment with the  Respondents . (Tr. 180-181 :11-13)

26 132. According to Mr. Rhodes , he  purchased s tock in both De luge  and Hydrothe rm initia lly

27 in 2000 a nd a ga in in 2006. (Tr. 181 :19-24)

28 133. Mr. Rhodes sta ted that he  purchased Deluge stock first, and was able  to purchase stock
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1 in Hydrotherm a t a  50 percent discount before  it was offe red to the  public. (Tr. 182: 1 -11)

134. Mr. Rhodes  reca lled initia lly inves ting in De luge  by paying $25,000 for 50,000 sha res

3 and la te r purchasing 15,000 shares  of Hydrotherm. (Tr. 182-184)

135. Mr. Rhodes ' s tock ce rtifica tes  re flected a  purchase  on June  l, 2000, for 50,000 shares

of De luge , and in a  subsequent purchase  on May 8, 2006, an additiona l 2,000 shares  of De luge . On

March 3 l, 2005, a  s tock ce rtifica te  for 15,000 sha res  of Hydrothe rm was  issued to Mr. Rhodes . (Ex

S-35)

5

6

7

136. The  Deluge  investor lis t varies  somewhat from Mr. Rhodes ' s tock certifica tes , re flecting

9 an initia l inves tment da te  of June  24, 1998 for 24,000 sha res , and on April 14, 2006, for 10,000 more

10 s ha re s . (Ex. S -24C)

11 137. The Hydrothenn investor lis t indica tes tha t Mr. Rhodes invested S10,500 in Hydrotherm

12 on April 20, 2000. (Ex. S -24B)

13 138. S ubse que ntly, Mr. Rhode s  de te rmine d tha t he  inve s te d a  tota l of $44,500 with the

14 Re s ponde nts . (Tr. 187:13-14)

15 139. So far as Mr. Rhodes knew, the  only income that Deluge had was the  money that came

16 from inve s tors . (Tr. 188:20-23)

17 140. Mr. Rhodes sta ted that a t the  time he  invested, he  knew that Respondents did not have

18 an engine  to se ll and tha t as  an investor he  had hopes  for what could be  produced and hopefully sold

19 (Tr. 189:12-18)

20 141. Mr. Rhodes  te rmed the  Respondents ' s itua tion, and tha t of the  inves tors , a s  a  "grass

21 roots  s itua tion." (Tr. 189:19-25)

22 142. According to the  minute s  of a  De luge  Boa rd of Directors  mee ting on June  25, 1998

23 whe n Mr. Rhode s  firs t inve s te d, De luge  ha d a  che ckbook ba la nce  of $23, a nd whe n Mr. Rhode s

24 re vie we d the  minute s  which s ta te d tha t he  ha d inve s te d his  $24,000. he  s ta te d tha t "it looks  like  I'm

25 the  only inve s tor". (Ex. S -30)(Tr. 190:13-22)

26 143. Mr. Rhodes recalled receiving a  le tter from Deluge dated March 20, 2008, addressed to

27 sha re holde rs , which de scribe d the  compa ny's  firs t comme rcia l proje ct "for the  de live ry of up to five

28 "Na tura l Ene rgy Engine s " a nd goe s  on to  s ta te  Re s ponde nt would be  pa ying divide nds  to  its
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shareholders  as  the  company grew, however, Mr. Rhodes s ta ted tha t s ince  2008 he  has  not rece ived

a ny divide nds . (Tr. 191-192)(Ex. S -38)

144. Mr. Rhode s  s ta te d tha t he  did not re ca ll a ny discus s ions  of a ny la wsuits  be ing file d

4 a ga ins t De luge . (Tr. 19318-1 l)

145. Furthe r te s tifying, Mr. Rhode s  s ta te d tha t prior to ma king a ny inve s tme nts  with the

6 Re sponde nts  he  wa s  not provide d with fina ncia l s ta te me nts  to re vie w. (Tr. l94:8-10)

146. Mr. Rhode s  re ce ive d a  le tte r from Hydrothe rm, da te d J uly 2012, which s ta te d tha t

8 Hydrotherm was not making any money and was  not profitable  a t the  time . The  le tte r a lso s ta ted tha t

9 Hydrothe rm wa s  not going public. (S -36)

10 147. Mr. Rhodes  s ta ted tha t he  was  quite  surprised because  he  be lieved tha t by tha t time

l l Hydrothe rm would be  publica lly tra de d. (Tr. 197:12-14)

12 148. The  Hydrothe rm le tte r did not disclose  the  numbe r of la wsuits  which ha d be e n file d

13 aga ins t e ithe r Hydrothe rm or De luge . (Ex. S -36)

149. Mr. Rhode s  s ta te d tha t he  wa s  not going to ma ke  a ny furthe r inve s tme nts  with the

15 Respondents  and tha t he  had lost confidence  in the ir performance . (Tr. 198-199:19-6)

150. Mr. Rhodes further s ta ted tha t he  was unaware  of any agreement be tween Hydrotherm

17 and Respondent Hageman with respect to the  sa le  of technology. (Tr. 200: 19-25)

151. Mr. Rhode s  te s tifie d tha t he  ha d be e n una wa re  of the  provis ion in the  Te chnology

19 Transfe r Agreement be tween Respondent Hageman and Hydrothe rm tha t provided for Mr. Hageman

20 to rece ive  a  base  sa la ry of $75,000. (Tr. 201124-25)

21 152. Mr. Rhodes stated that the he was unaware of the second amendment to the Technology

22 Transfe r Agreement, da ted June  1, 1998, which modified the  compensa tion payable  to Respondent

23 Hageman, whereby Hydrotherm agreed to pay Respondent Hageman $2,000,000, with annual interest

24 of e ight pe rcent, for the  prope rty rights  de fined in the  Technology Transfe r Agreement. (Tr. 203)

153. Mr. Rhodes further s ta ted tha t he  would have  had concerns with such agreements  and

26 would ha ve  wa nte d to know a bout the m prior to ma king his  inve s tme nt. (Tr. 204)

27 154. The  ba lance  shee t for Hydrotherm a t the  end of December 2007 does  not revea l what

28 Respondent Hageman was be ing pa id. (Ex. S-37)

1

2
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1

2

155. Mr. Rhode s  te s tifie d tha t he  wa s  una wa re  from looking a t the  ba la nce  s he e t tha t

Respondent Hageman was taking "shareholder loans ." (Tr. 206:1-9)

156. Mr. Rhodes further testified tha t he  was not aware  tha t there  was no documenta tion for3

4 the  repayment of the  "sha reholde r loans ." (Tr. 206: 10-12)

5 157. Subsequently, Mr. Rhodes acknowledged tha t his  investments  with Respondents  were

6 made  prior to the  exis tence  of any shareholder loans. (Tr. 207:14-23)

7 158. However, Mr. Rhodes  s ta ted tha t be fore  investing any additiona l funds  he  would have

8 wanted to know about the  Technology Transfe r Agreement and the  so-ca lled "shareholder loans ." (Tr.

9  2 0 8 :2 -1 0 )

159. Mr. Rhodes  furthe r s ta ted tha t he  had no prior re la tionship with Mr. Hageman be fore

making his  firs t inves tment with Respondents . (Tr. 218:10-17)

160. P urs ua nt to the  te rms  of the  S ubs cription Agre e me nt s igne d by Mr. Rhode s  whe n

investing in Deluge in June 1998, it is  s ta ted that the  investment involved a  high degree  of risk and that

an investor should not invest unless  they could a fford to lose  the ir entire  investment. (Ex. R-1)

Mr. Sean Callahan

161. Mr. S e a n Ca lldia n, a  Ce rtifie d P ublic Accounta nt who wa s  forme rly e mploye d a s  a

forens ic accountant by the  Divis ion, reviewed the  financia l records  of De luge  and Hydrothe rm, and

also schedules  which lis t a ll of the  investors  tha t were  provided by Respondent Hageman. (Tr. 222: l -

6)

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Based on Mr. Callahan's  educational background and certifica tions, he  was designated

as an expert witness.

163. Mr. Callahan s ta ted tha t, origina lly, with respect to Deluge  and Hydrotherm, he  worked

to compile  a n inve s tor lis t, in some  ins ta nce s  by utilizing the  informa tion provide d by Re sponde nt

Hageman, who lis ted investors  tha t rece ived shares of s tock as compensation for services or products

or other items of a  like  na ture . Apparently, some of these  investors  had not pa id for the ir investments

and there  was no basis  for the ir investments . (Tr. 223-226)

164. According to Mr. Ca lla ha n, s ome  individua l inve s tors  re ce ive d s ha re s  of s tock on

28 re pe a te d occa s ions , e ithe r a s  pa yme nt or for pe rforming some  sort of "a dditiona l work." (Tr. 227-

162.
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1 228:20-3)

2 165. Mr. Ca lla ha n, us ing the  docume nta tion provide d by Re s ponde nts , pre pa re d thre e

3 schedules  which comprise  Exhibits  S-24a , S-24b, and S-24c. Exhibit S24a  re flected only investments

4 with Mr. Ha ge ma n of $79,500, Exhibit S -24b re pre se nte d Hydrothe rm inve s tors  with inve s tme nts  of

5 $3,969,577.87, with no repayments , and Exhibit S-24c represented Deluge  investors  with investments

6 of $7,194,677.02, with no repayments . (Tr. 229)

166. It was  disclosed by Respondent Hageman tha t the  majority of the  monies  re flected on

8 Exhibit S -24a  ($79,500) we re  a dva nce s  from his  fa the r, Thoma s  Ha ge ma n, a nd tha t only two

9 inves tments  were  made  inves tors  by name  of the  Klimchock, tota ling $l4,500., Additiona lly, two othe r

10 inve s tors  with Mr. Ha ge ma n a ppe a re d to inve s t only $500.00

167. Be s ide s  the s e  two inve s tme nts , a  re vie w of Exhibit S -24b, with re s pe ct Hydrothe rm,

re ve a ls  a  numbe r of inve s tme nts  which we re  ma de  by the  Klimchocks  on va rious  da te s  tota ling a t le a s t

$3 l ,000

168.

12

13

14 Mr. Ca llahan s ta ted tha t he  was  familia r with s ha reholde r loans  and accounting practice s

15 re la te d to s uch loa ns . He  s ta te d tha t whe n dis burs e me nts  we re  ma de  to owne rs , office rs , dire ctors  or

16 the  like  from die ir compa nie s , the  a dva nce  s hould be  docume nte d with s ome  form of note  de s cribing

17 how a nd whe n the  loa ns  we re  to be  re pa id. (Tr. 237-238)

169. Furthe r te s tifying, Mr. Ca lla ha n s ta te d tha t the s e  tra ns a ctions  with s ha re holde rs  s hould

19 ha ve  be e n re corde d on the  books  a nd re cords  of the  Re s ponde nts . (Tr. 238: 15-17)

20 170. Mr. Ca lla ha n s ta te d tha t with re s pe ct to va rious  s ha re holde r loa ns  involving Re s ponde nt

21 Ha ge ma n, the re  wa s  no docume nta tion in the  fina ncia l re cords  which we re  provide d for him to re vie w.

22 (Tr. 239-240)

171 .23 According to Mr. Ca llahan, Respondents  should have  ma inta ined an account ledge r

24 which se t forth the  de ta ils  of any sha reholde r loans  and the  manne r in which they were  to be  repa id.

25 (Tr. 240-241)

26 172. Mr. Ca llahan s ta ted tha t he  had reviewed the  second amendment to the  Technology

27 Transfer Agreement, which provided tha t in lieu of compensa tion Respondent Hageman was to rece ive

28 $2,000,000 for the  prope rty rights  described in the  Technology Agreement, however, he  did not find

20 DE CIS ION NO.
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1 any documenta tion which would support the  $2,000,000 va lua tion. (Tr. 241 :20-23)

173. Mr. Ca llahan furthe r te s tified tha t, in order to va lue  something s imila r to technology he

3 would re ta in a  third pa rty who was  an expert to provide  the  va lua tion ass igned to the  property rights

4 tha t we re  tra ns fe rre d. (Tr. 241-242:24-9)

174. Mr. Ca llahan emphas ized tha t an independent third pa rty va lua tion of the  technology

6 provided to Hydrothe rm was  of key importance  in such a  transaction. (Tr. 242: 10-25)

175. Mr. Callahan sta ted that a  memo from Respondent Hageman addressed to an individual

8 at an accounting firm, Arthur Andersen, supported his  (Mr. Callahan's) position with respect to the  fact

9 dirt anothe r accountant a t anothe r accounting firm had s ta ted tha t the re  was  no way to e s tablish the

10 va lua tion of the  te chnology tha t was  trans fe rred to Hydrothe rm. (Ex. S -32)

l l 176. According to Mr. Ca llahan, Hydrotherm's  ba lance  shee t would normally re flect monies

12 owe d to it by Re sponde nt Ha ge ma n a s  a  re ce iva ble  if Hydrothe rm ga ve  the  mone y to Re sponde nt

13 Hageman. Mr. Ca llahan furthe r s ta ted tha t with re spect to De luge , the  so-ca lled sha reholde r loans

14 would be  re fle cte d a s  a  re ce iva ble  from Re sponde nt Ha ge ma n, but he  did not se e  a ny sha re holde r

15 information on the  ba lance  shee t, which would make  the  financia l s ta tement for Deluge  incorrect and

16 dis tort the  s ta tement rende ring it worthle ss  and not usable . (Tr. 247-248)

17 177. Mr. Ca llahan further s ta ted tha t when auditing firms a re  changed, a  "red flag" is  ra ised

18 because it illustra tes that there  was some sort of dispute  between the auditing firm and the client causing

19 a  disengagement and no report be ing issued. (Tr. 249)

20 178. Mr. Ca lla ha n furthe r s ta te d tha t he  did not s e e  a ny a udite d fina ncia l s ta te me nts  or

21 auditors ' reports  re la ted to e ithe r De luge  or Hydrotherm, and did not see  any evidence  of repayment

22 by Re s ponde nt Ha ge ma n for the  s o-ca lle d "s ha re holde r loa ns " in the  docume nts  which he  wa s

23 provided. (Tr. 25121-7)

24 179. Afte r the  Divis ion conclude d its  pre se nta tion of its  e vide nce , Re sponde nt Ha ge ma n

25 declined to present any testimony e ither by himself or from any witnesses

26 180. Under the  circumstances here in, a fte r our review of the  entire  record in this  matte r, and

27 re vie wing the  a pplica ble  la w, we  conclude  tha t multiple  viola tions  of the  Act occurre d through the

28 actions of Respondent Hageman, Deluge and Hydrotherm through the  offering and selling of securities
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1

2

3

4

in  the  fo rm of s tock in  a  fra udu le n t ma nne r. The  Divis ion ha s  e s ta blis he d the s e  fa cts  by a

preponderance of the evidence, which was not rebutted by Respondents, that these violations occurred

With no rebutta l evidence , Respondents  should be  he ld liable  for the ir viola tions  of the  Act and they

should make  restitution and pay an adminis tra tive  penalty

5

6

7

CONCLUS IONS  OF L AW

The  Commiss ion ha s  jurisdiction of this  ma tte r pursua nt to Article  XV of the  Arizona

The  inve s tme nt offe rings  a s  de scribe d he re in a nd sold by Re sponde nts  Ha ge ma n

10 Respondents Hageman, Deluge, and Hydrotherm acted as a  dealers and/or a  sa lesman

l l

12 The actions and conduct of Respondents Hageman, Deluge, and Hydrotherm constitute

13

14 5 The  s e curitie s  we re  ne ithe r re gis te re d nor e xe mpt from re gis tra tion in viola tion of

16 6 Re s ponde nts  Ha ge ma n, De luge , a nd Hydrothe rm offe re d a nd s old unre gis te re d

17

18 Respondents  Hageman, Deluge, and Hydrotherm offered and sold securities  in Arizona

20 Respondents  Hageman, De luge , and Hydrothe rm fa iled to mee t the ir burden of proof

21

22 re gula tion unde r the  Act

23 9 Respondents  Hageman, Deluge , and Hydrotherm committed fraud in the  offer and sa le

24 of unregis te red securitie s , engaging in transactions , practices  or a  course  of bus iness  which involved

26 10. Respondents Hageman, Deluge, and Hydrotherm have violated the Act and should cease

28 44-1991 a nd a ll othe r provis ions  of the  Act
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1 11. The actions and conduct of Respondents Hageman, Deluge, and Hydrotherm constitute

2

3

4

5 IT IS THEREFORE ORDERED that pursuant to the  authority granted to the  Commission under

7

8 1842, and 44-1991.

9 IT IS  FURTHER ORDERED tha t pursuant to the  authority granted to the  Commiss ion unde r

ll jointly a nd se ve ra lly, sha ll ma ke  re s titution in the  a mount of $11,179,254.89, pa ya ble  to the  Arizona

12 Corpora tion Commiss ion within 90 da ys  of the  e ffe ctive  da te  of this  de cis ion. S uch re s titution sha ll

13 be  made pursuant to A.A.C. R14-4-308, subject to legal-se toffs  by the  Respondents  and confirmed by

14 the  Dire ctor of S e curitie s .

15 IT IS  FURTHER ORDERED tha t a ll re s titution pa yme nts  a s  orde re d he re ina bove  sha ll be

16 deposited into an inte res t-bea ring account(s), if appropria te , until dis tributions  a re  made .

17 IT IS  FURTHER ORDERED tha t the  res titution ordered here inabove  sha ll bea r inte res t a t the

18 ra te  of the  le sse r of 10 pe rce nt pe r annum or a t a  ra te per annum that is  equal to one  percent plus the

19 prime ra te  as published by the  Board of Governors of the  Federal Reserve System of Sta tistica l Release

20 H.l5, or any publica tion tha t may supersede  on the  da te  tha t the  judgment is  ente red.

21 IT IS  FURTHER ORDERED tha t the  Commiss ion sha ll disburse  the  funds  on a  pro ra ta basis

22 to the  inves tors  shown on the  records  of the  Commiss ion. Any re s titution funds  tha t the  Commiss ion

23 cannot disburse because an investor refuses to accept such payment, or any restitution funds that cannot

24 be  disbursed to an inves tor because  an inves tor is  deceased and the  Commiss ion cannot reasonably

25 ide ntify a nd loca te  the  de ce a s e d inve s tor's  s pous e  or na tura l childre n s urviving a t the  time  of

26 dis tribution, sha ll be  disburse d on a  pro ra ta basis  to the  remaining investors  shown on the  records of

27 the  Commiss ion. Any funds  tha t the  Commiss ion de te rmine s  tha t it is  una ble  to or ca nnot fe a s ibly

28 disburse  sha ll be  transfe rred to the  genera l fund of the  S ta te  of Arizona .

ORDER
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IT IS  FURTHER ORDERED tha t Re s ponde n ts  Bria n  C. Ha ge ma n, De luge , Inc .,  a nd

2 Hydrothe rm Power Corpora tion, jointly and seve ra lly, sha ll pay to the  S ta te  of Arizona  adminis tra tive

3

4

5

6 orde r pa ya ble  to the  "S ta te  of Arizona " a nd pre se nte d to the  Arizona  Corpora tion Commiss ion for

7 deposit in the  Genera l Fund for the  Sta te  of Arizona .

8 IT IS  FURTHER ORDERED tha t the  pa yme nt obliga tions  for the se  a dminis tra tive  pe na ltie s

9 shall be  subordinate  to the  restitution obligations ordered herein and shall become immediate ly due and

10 payable  only after restitution payments have been paid in full or upon Respondents ' default Mth respect

l l Respondents ' re s titution obliga tions .

12 IT IS  FURTHER ORDERED tha t if Re s ponde nts  Bria n C. Ha ge ma n, De luge , Inc., a nd

13 Hydrothe rm P owe r Corpora tion fa il to pa y the  a dminis tra tive  pe na ltie s  orde re d he re ina bove , a ny

14 outstanding balance plus interest a t the  ra te  of the  lesser of 10 percentper annum or the rate per annum

15 that is  equal to one  percent plus  the  prime ra te  as  published by the  Board of Governors  of the  Federa l

16 Rese rve  Sys tem of S ta tis tica l Re lease  H.l5 or any publica tion tha t may supersede  it on the  da te  tha t

17 the  judgment is  entered, may be  deemed in default and shall be  immedia te ly due  and payable , without

18 further notice .

19 IT IS  FURTHER ORDERED tha t if any of the  Respondents  fa il to comply with this  Order, any

20 outstanding balance shall be  in default and shall be  immediate ly due and payable  without further notice

21 or demand. The acceptance of any partia l or la te  payment by the  Commission is  not a  waiver of default

22 by the  Commiss ion.

23 It IS  FURTHER ORDERED tha t de fa ult sha ll re nde r Re sponde nts  lia ble  to the  Commiss ion

24 for its  cost of collection and inte res t a t the  maximum lega l ra te .

25 IT IS  FURTHER ORDERED tha t if any of the  Respondents  fa il to comply Mth this  Orde r, the

26 Commiss ion may bring furthe r lega l proceedings  aga ins t Respondent(s ) including applica tion to the

27 Superior Court for an order of contempt.

28

1
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COMMIS S IONER S TUMPCHAIRMAN LITTLE

COMMIS S IONER BURNSCOMMIS S IONER TOBINCOMMIS S IONER FORES E

IN WITNES S  WHEREOF, I,  J ODI A. J ERICH, Exe cu tive
Director of the  Arizona  Corpora tion Commission, have  hereunto
set my hand and caused the officia l seal of the Commission to be
a ffixe d  a t  th e Ca pitol, in  t h e C ity  o f P h o e n ix ,  th is

da y of 2016.

J ODI A. J ERICH
EXECUTIVE DIRECTOR

DIS S E NT

DIS S ENT
MS :rt
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1

2 Commission may grant rehearing of this  Order. The  applica tion must be  rece ived by the  Commission

3 a t its  offices  within twenty (20) ca lendar days  a fte r entry of this  Order, and, unless  otherwise  ordered,

4 filing an applica tion for rehearing does not s tay this  Order. If the  Commission does not grant rehearing

5 within twe nty (20) ca le nda r da ys  of the  tiling of the  a pplica tion, the  a pplica tion is  cons ide re d to be

6 de nie d. No a dditiona l notice s  will be  give n of such de nia l.

7 IT IS  FURTHER ORDERED tha t this  Decis ion sha ll become  e ffective  immedia te ly.

8 BY ORDER OF THE ARIZONA CORP ORATION COMMIS S ION.
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HYDROTHERM P OWER CORP ORATION
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2  DO C KE T NO

3

S-20896A-13-0378

Brian Hageman
16603 n. 113"1 Ave
Surprise , AZ 85378

5

6

7

8

9

Ma tt Ne ube rt. Dire ctor
S e curitie s  Divis ion
ARIZONA CORP ORATION COMMIS S ION
1300 West Washington Street
P hoe nix. AZ 85007
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